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Peruvians were stunned by a decision announced July 15 that the Royal Dutch/Shell Group was
pulling out of a multibillion-dollar deal to produce natural gas in Peru's Camisea fields. Although
President Alberto Fujimori said he was confident other investors would step in, industry analysts
were doubtful. After a tense week, news reports said talks between the companies and Peruvian
authorities had resumed, but the project remains on hold.
The Anglo-Dutch company, with 57.5% of the project, is in partnership with Mobil Oil Corp. of
Fairfax, Virginia. The two companies had already spent US$250 million to study the Camisea. The
project would have been the largest natural-resource investment in Peru's history. Reserves in the
three Camisea gas fields in the Amazon basin 1100 km southeast of Lima are estimated at 11 trillion
cu ft of natural gas and 610 million barrels of liquid gas.
Exploitation was expected to resolve Peru's energy deficit in the medium term as well as provide a
surplus for export, mainly to Brazil. The deal committed Shell-Mobil to invest US$3 billion dollars
US$1.5 billion in the next 24 months an investment desperately needed by the Peruvian government
(see NotiSur, 06/21/96). The companies would have built a pipeline from the Camisea in the remote,
lowland Andean jungle across the Andes mountains to Lima.
Shell estimated it would have started producing at least 500 million cubic feet of gas per day in 2001.
The project was expected to earn more than US$8 billion over the next 10 years in tax revenues,
wages, and investment for Peru, and was to have produced gas for 40 years. Peru received a warning
of problems in March, when, after almost two years of exploration, Shell said it needed six more
months to study data, citing "technical" problems. In April, however, Energy and Mines Minister
Daniel Hokama said he was "almost sure" Shell would decide in favor of the project.

Peru unwilling to let go on distribution control
Royal Dutch/Shell said they decided to pull out because they wanted more control of the sale and
marketing of the gas than Peru had offered. "In spite of efforts by Shell and Mobil to overcome
differences with authorities over the introduction of gas into the Peruvian market, a solution could
not be found," Shell said in a brief statement, without further explanation. Although Mobil made no
separate announcement, it is also pulling out of the deal. For months, Shell and Mobil had told the
government that gas-distribution rights and the removal of price restrictions were needed to make
the project profitable.
The government, however, wanted to avoid an extraction-to-distribution monopoly in the gas
industry and high market-set gas prices. The two sides failed to reach an agreement by the
government- imposed deadline. Economic fallout will be costly Economic analysts say they fear a
delay in the project could derail the government's projections for healthy growth based on high tax
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revenue and strong foreign investment. "We need that capital," said Cesar Perez-Novoa, a mining
and energy analyst with BBV Continental brokerage in Lima.
Shell-Mobil's projected investment was essential for the government to fund US$1 billion in
reconstruction following floods and landslides caused by El Nino. In addition, the effects of the
Asian financial crisis brought down international prices of mining commodities, Peru's main export
sector, with projections of US$400 million in export losses this year. Moreover, commitments with
creditors and the International Monetary Fund (IMF) call for Peru to increase its foreign-debt
servicing from the close to US$600 million dollars it has been paying to nearly US$1.5 billion dollars
this year.
Peru's ability to meet the payments was based on anticipated income from Camisea, analysts said.
"This is a major blow to Peru's economy," said Daniel Saba, an oil and gas analyst. "The anticipated
income from Camisea formed a part of how Peruvian authorities planned to meet their foreigndebt obligations." The end of the "contract of the century" In 1996, when Shell and Mobil signed the
license agreement, Fujimori called it "the contract of the century" that would power Peru's economy
and end dependence on imported energy.
Following the July 17 announcement, Fujimori said other firms were eager to participate in
developing the Camisea, the largest natural-gas reserves in the Americas. But analysts were
doubtful. "I don't think many companies are waiting in the wings," said analyst Steve Turner of USbased James Capel investment bank. Fujimori confidently said that Peru would meet its deadline for
delivering gas from the Andean foothills to Lima by 2003. He announced new to split the project into
four businesses and sell them in the coming months.
Analysts said, however, that rising projected costs and a lack of secure markets for the gas has
lessened the Camisea's appeal. Peru's stock market fell by almost 2% on the news of the deal's
collapse, but the drop was less than expected. "The government started working immediately to
show that the impact of the pullout would be less than anticipated," said Javier Soh, a business
consultant who specializes in natural resource projects. "It appears to be working."

Indian leaders lament Shell pullout
On July 24, Amazon Indian leaders told President Fujimori that the pullout of the two oil giants may
threaten their homeland. Indian leaders had spent two years negotiating with Shell and had won
unprecedented environmental promises (see NotiSur, 04/18/97). They worry that, if new companies
take over, they might destroy the jungle. "We fear for the future of the region and our communities
since we do not know how the new companies are going to receive our demands," said a letter sent
to Fujimori and Shell by groups representing 40 Indian communities in the Camisea region.
Shell had agreed to use offshore drilling technology, creating isolated camps in the jungle, with
equipment and personnel flown in by helicopter. Shell also agreed that no roads would be built
between camps or to cities, and that workers would not leave the fenced-in camps. Talks resume
between Peru and oil companies On July 22, Bloomberg News said talks between the two companies
and the Peruvian government had resumed. Lawrence Lee, a manager of Mobil's liquefied
petroleum gas business in Singapore, said executives had started talks with government officials
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and are considering ways to export the gas from Peru to make it more economically attractive to the
companies, but added that the project "is still in a deadlock." "It won't be viable for us to sell all of
our production domestically," said Lee. "So whether we go ahead with more investment will depend
on how the talks go in the next few months."
Subcontractors also were doubtful about the future of the project. US company Nabors Industries
Inc. said its US$100 million contract to provide drilling services for the Camisea has been canceled,
"at least for now." At the same time, the cost of continuing the project seemed to be rising. Shell sent
a letter to Energy and Mines Minister Hokama saying estimates for the next phase of the project
are now US$4 billion, US$1.5 billion higher than originally expected. [Sources: Reuters, 03/24/98,
07/06/98; El Nuevo Herald (Miami), Notimex, 07/17/98; Inter Press Service, 07/20/98; The Miami
Herald, 07/17/98, 07/22/98; Associated Press, 07/16/98, 07/17/98, 07/24/98]
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